ABSTRACT
INTRODUCTION
The apex banks play significant roles in the economic development and growth of the nation through the instruments of macroeconomics. In developed economies, price stability poses lesser challenges than in developing economies where the impact is more visible and spiral. The effect of inflation on import dependent nation could be more devastating than a similar scenario in other developed economies Price stability in the economy regardless of its directional movements can cause either capital flights or disincentive to potential investors, both impacting on employment and the gross national products (GDP). The roles of many central banks revolve around price stability (Uchendu, 2009 ; Oesterreichische National Bank). For instance, in the deployment effective monetary policies, the Federal Reserve Bank, US is charged with ensuring maximum employment, price stability and moderate long-term interest rates. Some critics have argued that the three objectives of the monetary policy for the Federal Reserve Bank are conflicting but Plosser (2011) argue that rather they are complimentary. Plosser further argues that price stability is necessary for financial stability and achieving moderate long term interest rates by controlling inflation rates on long term investments.
Similarly, the European Central Bank (ECB) argues that price stability which implies avoiding prolonged inflation and deflation is necessary to achieve high levels of economic activities and reduce unemployment. Price stability according to Bernanke (2006) is both an end of monetary policy and a means to achieving other objectives of maximum employment and moderate long term interest rates preserve the integrity and purchasing power of the nation's money.
In Nigeria, the CBN has repeatedly made price stability (a situation that would ensure that inflation rate is kept to a single digit) a core objective of its monetary policy. The attainment of this objective has been a subject of contention over the years. According to Folawewo and Osinubi (2006) , Ditimi, Nwosa and Olaiya (2011), Essien (2011) and Onyeiwu (2012) , monetary policies which Onyeiwu (2012) described as an economic management technique to achieve sustainable economic growth and development have no significant impact on inflation in Nigeria. Neither of the studies explored the possibility of foreign exchange rate as an instrument to achieving price stability as an alternative to the several decades of adoption of interest rate instrument in the Nigeria economy. This study therefore undertakes a comparative analysis of the impact of interest and foreign exchange rates as instruments of price stability on inflation trend in Nigeria. The study in addition to contributing to relevant theories would also contribute to existing literatures and shift the frontier of knowledge as regards formulation and implementation of effective monetary policies directed at achieving price stability.
The study would also assist policy makers in their efforts at stabilizing the economy's price towards national economic developments and growth with impact in increased employment generation.
CONCEPTUAL FRAMEWORK
The Nigerian economy is dependent largely on oil revenue which constitutes 20 per cent of the nation's GDP (African Economic Outlook, 2012). A tight monetary policy through a stringent MPR makes funding more inaccessible to borrowers which results in slowdown in economic activities. The economic slowdown is expected to create unemployment and reduce national outputs. The increase in the unemployment rate reduces aggregate demand, and consistent with basic economics, prices decline.
The end product of a tight monetary policy that focuses on interest rates (mpr) to achieve lower inflation and declined prices may become a mirage for the Nigerian economy as inflation rate often escalates and hardly responds to increased mpr. As depicted in Figure ( I) below the infusion of exogenous factor (unearned incomes from periodic Federal Government allocations) into the economy with little or insignificant employment generation destabilizes the normal effect an increased mpr would exert on the prices and inflation. The fund inflows from the public sector spending would negates the CBN efforts to mob excess cash from the economy through higher interest rates. In Nigeria, the inflows to the economy from the monthly federal allocations increase money supply (M2) available for lending. This exogenous factor is outside the controls of the CBN that is charged with the responsibility for the formulation and implementation of monetary policy. In a nutshell, rather than a tight monetary policy that focuses on interest rates to lead to the expected decline in inflation, the overwhelming impact of the exogenous factor makes the efforts ineffective.
A similar outcome of higher inflation as depicted in Figure (I) above also plays out in Figure ( II) below even with a relaxed monetary policy that focuses on lower lending rates. The increased output reduces unemployment and increased consumption in the economy. The increased consumption may cause price increase if aggregate demand exceeds outputs. The presence of the exogenous factor as explained earlier would cause a higher inflation in spite of the relaxed monetary policy that focuses on interest rates to achieve price stability. It is obvious from the two depicted scenarios that the deployment of monetary policy that focuses on interest rates to achieve price stability in the Nigerian economy may continue to be a misplaced effort. As much as this study is not contesting the effectiveness of monetary policy as against fiscal policy in achieving price stability in Nigeria, it has set out to examine which of the two macroeconomic instruments of (interest and foreign exchange policies) is best for the economy.
LITERATURE REVIEW
The issue of price stability has become a significant subject for academics and policy makers, and price stability is becoming a global objective for central banks across the globe (Kahn, 1996; Douch and Essadam, 2010, Ndjokou, 2011) . Price stability is reflected in the inflation trends, hence policy makers tend to checkmate the trends by introducing measures that would either lower the higher rates or where it is at the desired level, sustains it.
There is no generally acceptable definition of price stability (Douch and Essadam, 2010) though Cihak (2007) argues that inflation provides the operational definition. Most definitions of price stability evolve around country inflation target. For instance, price stability in Nigeria according Owoye and Onafowora (2007) , refers to the attainment of single-digit inflation rate on annual basis. The definition of price stability in Nigeria can be considered loose compared with other nations that are more specific. For instance, price stability in the United States of America and Britain is described as inflation rate of not more than 2 per cent. In any case, what is not in contention is that central banks' major task centers around it. A widely acknowledged concept of the term price stability as given by Greenspan (1996) is a situation where "economic agents no longer take account of the prospective change in the general price level in their economic decision making". Greenspan (1996) argue that to achieve economic stability and maximum efficiency in any economy, the "unproductive price-expectationdriven actions (inflation) must be eliminated from economic activities. The central policies must directly or indirectly aim at achieving price stability in the economy. Price stability would therefore be achieved when the inflation rate is minimal and insignificant to be giving cognizance in decision making.
Holding inflation down to economically viable level is a top order in most economies that are import (consumption goods) dependent because of the volatility of exchange rates, the impact of which is borne by the final consumers. A widely deployed approach in achieving controlled inflation is through the instruments of monetary policy which many critics, according to Mishra (2012) , argued is of no effect because inflation arises from importation. Contrary to critics, Svensson (2000) was of the view that relationships exist between inflation and monetary policy to the extent that the latter can either aggravate or checkmate the former. There may not be a concession yet on the potency or otherwise of the monetary policy in achieving price stability and controlled inflation, a lot depends on the peculiarities of the economy.
Economies benefit immensely from price stability which Taylor (1996) defined as "1 or 2 per cent measured inflation". The benefits according to Taylor include efficiency of the monetary system and a more certain future as a result of improved economic well-being of the citizenry. He further argue that a positive correlation exists between lower inflation rates and higher and long-term economic growth rates. A low and steady inflation rate impacts on economic performance as it leads to increased national outputs and invariably employment stability. This appears to be logical and in consonance with any monetary policy goal. In a similar way, the European Central Bank (ECB) described the objective of price stability as that which refers to the general level of prices in the economy and aims at preventing both prolonged inflation and deflation. The ECB furthers stipulate that achieving price stability involves transparency of the price mechanism, controlled inflation risk through interest rates that create incentives for investment, avoiding unproductive activities that have tendencies to aggravate inflation amongst others. Significant to the developing economies is the unproductive activities that aggravate inflation in spite of the central banks deployment of monetary policy instruments. Significant portions of the national budgets over decades are expended on recurrent expenditures coupled with high profile levels of corruption, many of which have no positive economic impacts.
The relevance of foreign exchange in controlling inflation is traceable to purchasing power parity (PPP) theory, sometimes referred to as the theory of inflation. Casel (1918) widely acknowledged as the proponent of the theory had argued that without the theory, it would be difficult to discuss over-pricing (inflation) and underpricing (deflation). Goodfriend (2008) opines that in open economies, without deployment of sound foreign exchange policies, curtailment of inflation may become counterproductive.
It is pertinent to observe that earlier studies appeared to have largely addressed with evidence from empirical analysis the question of which of monetary and fiscal policies contributes more to national economic developments and growth, though the debate remains a hot contest between extreme monetarists and keynesians. A larger segment of recent studies agreed that monetary policies benefit the economy more than the fiscal policies ( Ali (2008) in an attempt to address the question of which of fiscal and monetary policies is effective in attaining economic growth of the South Asian countries found monetary policies to be significant both in the short and long run. On the other hand, the study equally found the fiscal policies to be insignificant both in the short and long run. Rasche and Williams (2005) examined the effectiveness of monetary policies in addressing price stability through the containment of inflation within the predefined targets in a study that covered 21 developed economies including South Africa. With the exception of Brazil, Colombia, Hungary, Mexico and Philippines, the study found the monetary policies to be effective. In a similar study that focused on developing economies, Hammond, Kanbur and Prasad (2009) found monetary policies under the control of central banks unable to achieve predetermined price stability. The study identified lack of autonomy of the central banks, lack of well developed financial markets and lack of long term fiscal discipline as some of the challenges of effective implementation of monetary policies in emerging economies.
In Nigeria, Ajayi (1974) argues that fiscal policies impact more on the Nigerian economy than the monetary policies. This position was contradicted by Ajisafe and Folorunso (2002) and Adefeso and Mobolaji (2010) both of which empirically argue that monetary policy creates more economic activities than the fiscal policy. In a nutshell, monetary policy is critical in achieving economic growths through price stability (Dowd, 1995; Walsh, 2009 ). The question that remains unanswered for the Nigerian economy is which of the macroeconomic instruments is the best to achieving price stability. The Central Bank of Nigeria (CBN) in the past three decades has relentlessly engaged the interest rates as an instrument of monetary policy to achieve price stability in Nigeria (Ajisafe and Folorunsho, 2002; Nenbee and Madume, Ajayi and Atanda, 2012 ). Yet, inflation and unemployment are among major economic challenges that have remained untamed in the last two to three decades.
Batini (2004) in a related study in Nigeria opines that open economies like Nigeria where international capital flows are rampant, it is impossible to achieve the trio of stable foreign exchange rates, monetary policy and price stability. Foreign exchange policy can be explored to achieve price stability and contrary to Batini (2004) , this study believes that this option should be of interest to policy makers in economies that are import dependent.
RESEARCH METHODOLOGY
The study examines three macroeconomic variables, namely, consumer price index (cpi), monetary policy rate (mpr) and foreign exchange rate (fx). The P denotes price movement (stability) in the economy. The variables which were sourced from the CBN Statistical Bulletins (2011) were examined from 1970 to 2009, a period of 40 years.
The analysis method adopted for the study is an ordinary least square (OLS) similar to Ajisafe and Folorunsho (2002) in their study of the relative effectiveness of fiscal and monetary policy on macroeconomic management in Nigeria. This study adapted model is therefore:
Where cpi is the price stability, mpr is the monetary policy rate and fx represents the foreign exchange rate. Since we would be examining the extent of controls and influence the independent variables exact on cpi, the impact of changes in the independent variables are measured in the determination of price stability. Thus:
For the empirical analysis, the three macroeconomic variables defined earlier above collected from 1970 to 2009, a period of 40 years. The data were source from the Central Bank Nigeria (CBN) Statistical Bulletin (2010). The study considered the period of the study which is very significant in the life span of Nigeria as an independent nation to be sufficient to determine the influence of the various monetary policies of the Government in achieving price stability.
Though many scholars arguably identified price stability with controlled inflation, but the study decided to use the consumer price index (cpi) as a measure of price stability. This is because, inflation though a macroeconomic variable is most often influenced by other macroeconomic variables, it hardly influences any though on a general scale, according to Umaru and Zubairu (2012) , it impacts on the nation's economic growth and development. 
Unit Root Test

Test of Co-integration
Since the variables employed are co-integrated at 2 nd level difference, we apply Johansen-Juselius maximum likelihood method of co-integration to obtain the number of the co-integrating vectors.
H 0 : there is no co-integration which is rejected when p-value is < than 5% H 1 : there is co-integration which is accepted when p-value is > than 5%
Another way to make decision as regard acceptance or rejection is to compare both the Trace Statistic and Max-Eigen Statistic to their critical values. They should be greater than critical values for rejection or otherwise for acceptance. 4 represent the estimated coefficients of causality effects of all the variables on FXR, and -EC1 t-1 and e represent error correction estimates and error terms respectively which determine the long run causality effect of the model.
Since the estimated coefficients of the variables used are non zero, it means there exists both short run and long run causality relationship between the macroeconomic variables. The advent of civilian government in 1999 has not left any significant positive impact on the economic indices. Surprisingly, inflation did not reflect any significant correlation with cpi, an indication that inflation measures in Nigeria have not been a correct reflection of products prices. Inflation rates were likely products of manipulation.
DISCUSSION OF FINDINGS
The cpi was at a minimum and a maximum of 0. The adjusted R-square which explains the extent to which the independent variables account for the changes and behaviour of the dependent variable (cpi) is 0.8733. This implies that 87.33 per cent of the observed changes and behaviour noticeable in cpi results from the combination of mpr and fx overtime. It is equally instructive to note that cpi as a measure of price stability can be significantly achieved in Nigeria if the two independent variables are properly managed by the Central Bank.
In conformity with our expectation though devoid of any empirical evidence, rather based on the age-long dependence of the Central Bank of Nigeria to achieve price stability through the monetary policies, the study found mpr to be positively but insignificantly related to cpi at coefficient of 0.0103. From 1958 when the Central Bank of Nigeria came into existence and assumed the role of price stability in Nigeria, its major tool for achieving that objective has remained the instruments of monetary policies (mpr). From the observed the mpr's positive coefficient of 0.0103, it's indicative that monetary policy (mpr) can be engaged to achieve price stability in Nigeria but the likelihood of achieving the desired low inflation rate is very insignificant. This is the reason the attainment of price stability as being pursued by the Central Bank of Nigeria would remain a mirage, rather, the efforts to achieve price stability through mpr in Nigeria would continue to aggravate inflations.
The study also found that F-test (129.5116) was significant at 0.05 level of significance, implying that the independent macroeconomic variables (mpr, fx) examined in the model, collectively and significantly impact on the cpi. Surprisingly, the fx was found to be positively and significantly related to cpi at coefficient of 1.1066. This suggests that foreign exchange policies impact positively and significantly on product prices. The foreign exchange policies in Nigeria overtime hovers between the fixed, flexible and hybrid methods and to a large extent determination of the exchange rates were not free from Government intervention.
Appendix V shows that between 1970 and 1978, cpi, mpr and fx followed the same trend. Though the economy between the periods was under dictatorship, the economic indices have shown that that was the best period in the history of Nigeria as the exchange rates were stable and the currency remained stronger than United States . Surprisingly, rather than the fx and mpr to follow the same trend, the former appears to have adopted a more similar trend with cpi, though between 1970 and 1996, the index was at variance with the other macroeconomic variables. This suggests that to achieve price stability in an economy like Nigeria where there is high incidence of fx outflows resulting from importation of consumable goods, flights of proceeds of corruption to foreign accounts, and high dependence on crude oil revenue, engagement of mpr is a misplacement, rather more emphasis should be on fx.
CONCLUSION
Earlier studies have reached a consensus that monetary policies generate more economic activities than fiscal policies in developing economies and particularly in Nigeria but they did not identify which of the macroeconomic instruments is more effective in achieving price stability. This study has bridged the gap in the earlier studies by examining which of the two instruments would put inflation under control in Nigeria. The study observed that the presence of exogenous factor in the form of uncontrolled inflows of M2 in form of rent income from the downstream oil sector (unproductive sector) was responsible for the inability of the tight monetary policy of the CBN to mob excess liquidity from the economy. In the same vein, the exogenous factor destabilizes the increasing but stable prices that would have emanated from a relaxed interest rate by causing excessive increase that is not justified by economic activities.
The study found fx to be a more effective instrument to ach\ieving price stability than mpr. The Nigerian economy is largely import dependent with most of the importation being consumable goods and services and less of productive (capital) goods. The impacts of changes in fx are more pronounced on the economy than changes in the interest rates. The attainment of price stability would be more feasible in Nigeria if the apex bank gives priority to the formulation of foreign exchange policies that are both sound in principle and effective in practice. 
